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Fiscal Estimate Narratives
DOR 6/8/2010

LRB Number 09-1394/3 Introduction Number S$B-705 Estimate Type  Original

Description
An income and franchise tax exemption for income derived from manufacturing, farming, and research

Assumptions Used in Arriving at Fiscal Estimate

Under the bill, for taxable years beginning on or after January 1, 2010, gross income derived from the
following sources would be exempt from the corporate income and franchise tax:

1) Manufacturing as defined in s. 70.995;

2) Farming as defined in section 464(e)(1) of the Internal Revenue Code if it is the income of a person
actively engaged in farming; and

3) Qualified research as defined in section 41(d) of the Internal Revenue Code.

Under the bill, income from these sources would be exempt without regard for where the activity that
generated the income takes place. In addition, under the bill taxpayers eligible for the exemption would still
be able to deduct ordinary and necessary expenses that result from generating the exempt income.

Fiscal Estimate

Based on a statistical sample of 2005 corporate returns with a NAICS code that identifies the taxpayer's
principal business activity as farming, manufacturing, or research, the bill would result in a reduction in
corporate income and franchise tax revenue of an estimated $118.4 million in FY 2011. The fiscal effect
would be higher to the extent that corporations would be eligible to claim a partial exemption for income
derived from sources that meet the criteria for exemption in the bill, even if their principal activity is not
manufacturing, farming, or research and as such do not use a NAICS code in the manufacturing, farming, or
research series on their tax return.

The bill would also result in a reduction in individual income tax revenue resulting from reduced taxable
income being passed through from Subchapter S corporations engaged in manufacturing, farming, and
research to the owners of the Subchapter S corporations. Data are not available to reliably estimate the
reduction in individual income tax revenue. However, it is anticipated that the reduction in revenue would be
significant.

Long-Range Fiscal Implications
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